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U.S.S.R. KEY ECONOMIC INDICATORS: 1981 a/ 
Average 
Percent Annual 
Change Growth 
Exchange Rate: = Rubles 0.7176 b/ 1975 1980 1981 1980-1981 1976-1981 


Population (millions, year end) 255.6 266. 268.8 e/ 0. 
Labor Force (millions) 1472 L266. 1273 Ae 
- Factory & Office Workers (millions) ig2,2  at2. 114.1 ae 
- Collective Farm Workers (millions) 15.0 ia 32 rede a 
Industrial Production ($ billion) c/ 711.3 866. 896.0 3. 
Agricultural Production ($ billion) c/ 15723 “168; 167.2 -l. 
- Grain Harvest (million tons) d/ 140.1 189.3 160 d/ -15. 
Labor Productivity Index (1970=100) 
- Industry 135 156 160 e/ 2 
- Agriculture 107 122 124 e/ 1. 
Total Capital Investment ($ billion) £39 a8 186. 192.3 3% 
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- of which in Agriculture ($ billion) 42.9 50. 52.6 
Average Monthly Wage (S$) 204.0 235. 240.4 : 
Important Industrial Commodities (million metric tons, unless noted) 

Oil 491 603 609 
Natural Gas (billion cubic meters) 289 435 465 
Coal 701 716 704 
Electric Power (billion kil. hrs.) 1039 1295 1325 
Min. Fert. ("Standard" mill. tons) 90 104 109 e/ 
Plant Protectants (thousand tons) 448 470 504 
Trucks (thousands) 696 787 787 
Automobiles (thousands) 1201 1327 2¢ 
Selected Consumption Items 

- Meat (slaughter weight, million tons) 13.0 15. 

- Vegetable Oil (million tons) So2 Zz: 

- Eggs (billions) 55.6 Oy « 

- Leather Footwear (million pair) 689 744 

- Washing Machines (million) Le 3% 

Selected Foreign Trade Data: 
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EXPORTS TO U.S.S.R. IMPORTS FROM U. 

_ (Million U.S. Dollars) 1980 1981 % Change 1980 1981 
U.S. (U.S. Data) 1510-2339) +5469 453 347 
Argentina 1662 3349 +101.5 42 43 
Finland 2599 3795 +46. 2820 3191 
France 2105 2320 +10. 3125 3518 
Italy 1301 1396 2927 3461 
Japan 2470 3083 : 1324 1138 
United Kingdom 1328 1196 : 1197 899 
West Germany (incl. W. Berlin) 4165 3767 ‘ 4314 5066 
FOOTNOTES : 

Data are from Soviet sources unless indicated. 

Exchange rate used in approximate average of official rates published by Soviet 

State Bank throughout the year. Domestic purchasing power differs widely 

depending on commodity. Foreign trade with Western countries is usually 

conducted on foreign currency basis. 

Total value of industrial and agricultural production shown includes inter- 

mediate production, leading to substantial "double counting." Values converted 

from constant rubles at exchange rate in footnote "b." 

Grain production has shown average annual growth trend of about 1 percent since 

1971, but with wide variation from year to year. No official figure has been 

published for 1981 grain harvest. Soviet lecturers have used even lower figures 

than noted here, i.e., 150 and 158 million tons. 
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SUMMARY 


The Soviet Economy in 1981 -- Western experts estimate that Soviet 
gross national product (GNP) grew in 1981 at less than 2 percent, 
dramatically below the average growth rates achieved in the past two 
decades and well below the rate implied in Soviet plan targets. The 
only "external" factor affecting the Soviet economy was the 
disastrous harvest resulting from drought conditions in many areas. 
Other factors causing declining growth and bottlenecks in the 
economy were aging plants and equipment, declining growth of 
workers, and lagging development of infrastructure (especially roads 
and railroads). 


All major crops (except cotton) were well below target and no 
official figure was given for the grain harvest, although unofficial 
reports put the figure at less than two-thirds of the 1978 record 
crop or of the plan target. Massive imports of grain helped, but 
meat production was stagnant, and milk production declined further. 
Final output of industrial production increased by 3.4 percent -- 
below the plan target and slightly below 1980 results. Star 
performers were natural gas, mineral fertilizers, and some forms of 
machinery. Laggards were oil, ferrous and nonferrous metals (up 
less than 1 percent); and declines were registered in coal, iron 
ore, turbines, some transport equipment, and several food areas. 

The growth of labor productivity (2.7 percent) was particularly 
disapointing to Soviet planners. It had been planned to increase 
3.6 percent and to provide about four-fifths of the relatively 
modest growth projected for this 5-year plan. Priority areas are 
agriculture, energy, machine-building, and consumer goods. 
Transportation will receive special attention because it is limiting 
growth in some areas. A special food program, announced more than a 
year ago, has yet to be worked out. The Soviet economy is expected 
to continue growing at a modest rate over the next few years, but 
few observers expect the targets of the Eleventh Five-Year Plan to 
be attained. 


Foreign Trade -- Official Soviet statistics indicate that foreign 
trade turnover increased nearly 17 percent in 1981 as trade 
continues to increase its role in the Soviet economy. Trade with 
Western industrial countries grew more slowly than the average as a 
result of soft markets for Soviet oil and gold and Soviet need to 
divert hard currency spending to food imports from some developing 
countries. U.S.-Soviet trade increased nearly 37 percent as grain 
sales surged after the lifting of restrictions on agricultural 
Sales. Trade did not reach the levels expected by some observers 
since Soviet sales to the United States declined and the Soviets 
diversified their grain suppliers as much as possible. Trade with 
the developing countries grew very rapidly, partly on the strength 
of a surge in food products from countries such as Argentina and 
Brazil. Soviet trade should continue to grow throughout the coming 
5-year period. The bulk of Soviet trade will be with its Socialist 
partners, particularly CMEA, but Western countries will supply an 





important share of imports of food and industrial equipment needed 
in critical sectors. Natural gas is expected to gradually replace 
oil as the principal source of hard currency earnings for the Soviet 
Union. 


Implications for the United States -- Even in years with good 
harvests, the Soviet Union will continue to need large imports of 
grain and other agricultural products. Similarly, Soviet planners 
continue to desire imports of technology that is needed by the 
Soviet economy. However, the Soviet hard currency situation has 
deteriorated somewhat, and many observers do not expect it to 
improve significantly in the near future. The overall level of 
imports will depend in large measure on the grain trade. Current 
restrictions on sale of high-technology items to the Soviet Union 
Limit the possibilities of trade in many areas of interest to the 
Soviets. 


The overall political climate and uncertainties resulting from it 
may be leading Soviet planners to look for alternate suppliers for 
many of their needs. Since the United States is not a significant 
customer for the major Soviet exports (oil, gas, and other raw 
materials), U.S.-Soviet trade should remain unbalanced in favor of 
the United States. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


the achievement of a 
balanced growth rate, the development of a more productive 
industrial and agricultural base, and the improvement of a low 
domestic standard of living. In the Soviet Union, the State owns 
virtually all productive resources and seeks to coordinate the 
country's economy through a complex system of centralized planning. 
Since the formerly high rate of increments to the industrial work 
force can no longer be expected (due to declining birth rates and 
other demographic factors), the 1981 XXVI Party Congress focused on 
"intensification" or better use of existing facilities to enhance 
labor productivity as the principal means with which to achieve 
continued economic growth. 


After rapid expansion in the postwar period, the Soviet economy has 
been experiencing declining growth rates in recent years. In 
addition to the slowdown in increments to the workforce, other major 
causes of reduced growth in the Soviet economy have been: declining 
output of raw materials in the populated, industrialized areas of 
the country and major increases in the cost of capital construction 
and disproportionate development i.e., a lag in one sector such as 
transportation which slows progress in other areas. A particular 
Soviet problem which will endure for decades is the fact that the 
vast natural resources of the country are located in inhospitable, 





sparsely populated areas far from the Western population centers 
where RusSian industry started but where the material base is now 
near exhaustion. Thus, the costs of extracting and transporting 
additional tons of oil and ore or cubic meters of natural gas from 
Western Siberia are far above those of the past. Increasing costs 
and shortages of labor are also obstacles to the development of 
natural resources in Eastern Siberia. The Baikal-Amur Mainline 
Railway, scheduled for completion in this 5-year plan, will open up 
access to vast reserves of coal, copper, and other resources--but 
again in barely habitable areas near or in the permafrost belt of 
the Soviet Union. On the other hand, the bulk of the increment to 
the Soviet labor force in the next several years will be in Central 
Asia, far from both western industrial areas and eastern resources. 


The goals of the Eleventh Five-Year Plan (1981-85) include the 
development of an agro-industrial complex to assure constant and 
adequate food supplies to Soviet consumers; rapid development of 
fuel and energy resources; modernization of long-distance 
transportation; renovation of the machine-building and metalworking 
industries; redirection of steel production into wider variety, 
better quality products; and introduction of measures to conserve 
the use of fuels and metals. 


Because of a shortage in incremental investment funds and the vast 
amount of incomplete capital construction now on hand, Soviet 


planners will be trying to achieve these results with a growth in 
investment funds half that of the last 5-year plan. The watchword 
is "intensification:" quality rather than quantity, more "intense" 
production rather than additional production lines, and more 
rational use of resources rather than the addition of new resources. 


Foreign trade will continue to have a major role in the 
"intensification" process of achieving balanced growth and higher 
standards of living. Economic integration with the Eastern European 
members of the "Socialist Commonwealth" able to provide technology, 
machinery, and food products in return for Soviet energy and raw 
materials will be a priority project for Soviet economic planners. 
However, Western suppliers of advanced technology and materials and 
agricultural machinery and commodities will continue to play an 
important role in overcoming deficits and bottlenecks in Soviet 
economic development, particularly in the framework of long-term 
cooperation agreements which the Soviets prefer for integrating into 
their economic planning processes. The Soviets prefer 
"compensation" arrangements whereby the Western supplier is repaid 
through production of the plant or equipment supplied or through 
similar production from other Soviet plants. Soviet difficulties 
with hard currencies will increase the pressure on Western suppliers 
who have seen the difficulties and limited success enjoyed by 
existing arrangements. In the Third World, Soviet trade will 
continue to focus on provision of complete plants and equipment and 





construction of major complexes in return for the wide variety of 
goods (including consumer goods and agricultural products) that the 
U.S.S.R. needs. 


Energy will be critical to Soviet development. While the Soviet 
Union is one of a few industrialized countries to be a net exporter 
of energy and has the vast reserves to support continued and 
increased production of energy, it faces formidable and growing 
problems in developing and extracting that energy. Although Soviet 
planners do not expect the decline in oil production predicted by 
many Western experts, the 1985 target is the same as originally set 
for 1980, and it includes a very low annual increment. Faced with 
stagnation and decline in oil and coal, Soviet planners are trying 
to alter the economy's energy balance and the structure of exports 
to increase the share of natural gas. Through increased use of 
nuclear energy, coal, and gas, they hope to reduce the consumption 
of oil as a basic fuel in electrical power generation. Soviet 
officials are pushing the more economical use of energy and hope to 
reduce the ratio of energy input-to-economic output which greatly 
exceeds Western standards. 


Given the size and nature of the political-economic entity that is 
the Soviet Union, economic, political, and financial stability can 
be expected to continue in 1982 and for the foreseeable future. 

This does not mean that the U.S.S.R. will not face severe problems 

in economic development, availability of hard currency, maintenance 
of food supplies, and fulfillment of commitments to its allies. 

Also the eventual changeover in the Soviet leadership may bring 

about changes in both the political and economic environment. 
Finally, the large percentage of Soviet GNP devoted to military 
spending will be an increasing drag on future Soviet economic growth. 


Energy Production -- Growth in production of major energy forms 
(oil, natural gas, and coal) plunged to about 1 percent in 1981. 
However, despite diminishing returns, the energy sector will remain 
a prime recipient of Soviet investment funds over the foreseeable 
future. Near-term investments will be concentrated on development 
of oil and gas production in Western Siberia. It is anticipated 
that trade opportunities for American firms in this sector will be 
governed by Administration policy, as well as Soviet willingness to 
buy. 


Soviet oil production increased by slightly less than 1 percent last 
year to 609 million tons (12.3 million barrels per day). An even 
smaller increment to output is planned for 1982. Oil-drilling 
activity increased by a record amount last year. However, delays in 
bringing crucial gas-life recovery projects on-stream and lagging 
development of infrastructure (rail networks, all-weather roads, and 
electric power facilities) in major oil-producing regions have 
constrained production in the past, and such problems are likely to 
continue. It is anticipated that the Soviet oil industry will 
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continue to depend on Western technology for special applications, 
particularly enhanced recovery and offshore drilling equipment. 


Soviet natural gas production increased almost 7 percent (to 465 
billion cubic meters) in 1981; a further increase (to 493 billion 
cubic meters) is forecast for this year. Practically the entire 
production increase will come from fields in Western Siberia. The 
U.S.S.R. has a huge natural resource base--almost 40 percent of 
proven world reserves of natural gas. Even more than in the case of 
oil, the lack of infrastructure necessary to deliver gas to 
consumers is a greater output constraint than availability of gas 
itself. The political leadership has labeled plans to build six 
high-capacity gas pipelines from Western Siberian fields (five for 
domestic consumers and one for gas exports to Western Europe) as the 
priority construction project of the Eleventh Five-Year Plan. 


Coal is probably the Soviet Union's most pressing energy problem. 
Last year output of raw coal fell for the third year in a row. 
Three major factors continue to hamper coal production: 
deteriorating conditions (notably increasing depths and narrowing 
seam thickness at the larger established mines); insufficient 
investment (resulting in delays in bringing new capacity, 
particularly open-pit mines, on-stream in time to offset output 
declines at older basins); and increasing labor intensity of 
operations coupled with difficulties in attracting new workers to 
the coalfields. Declining coal production is undercutting Soviet 
plans to increase the use of coal in electricity generation, and is 
a major constraint on steel production. 


Ferrous and Nonferrous Metallurgy -- Soviet steel output grew 
slightly (1 million tons) in 1981. Production had actually declined 
during 1979 and 1980, and overall output in growth has been marginal 
since 1975. Although raw material shortages have hampered steel 
production, inadequate investment in almost all sectors of the 
industry--from iron ore to rolling and finished steel 
production--has been the main cause of the industry's deteriorating 
performance. Construction of new steel-making capacity has lagged, 
and most of the potential for squeezing additional output from 
existing facilities has already been tapped. Given continuing 
domestic production constraints, the outlook is for the Soviets to 
be major importers of steel products--particularly pipe and 
high-quality steels--at least for the next several years. 


The U.S.S.R. is nearly self-sufficient in nonfuel minerals, enjoying 
far greater security of supply than Western industrialized nations. 
The current Five-Year Plan calls for increases in production of some 
nonferrous metals, such as aluminum, which can be substituted for 
steel in many applications. 


The Soviets claim to have the world's largest reserves of manganese, 
nickel, lead, molybdenum, mercury, and antimony. They also claim 
that reserves of chromite, gold, platinum-group metals, and copper 





are among the largest in the world and are sufficient to support 
Soviet mine production for many decades. Western specialists 
generally accept the validity of these claims, while noting that 
many Soviet nonferrous deposits are located in remote and 
climatically severe regions of the country and in some cases 
(non-bauxite ores, for example), deposits would not be considered 
commercially exploitable by Western standards. The Soviets seem 
determined to exploit their comparative advantage in nonferrous 
resources. New mines and processing plants are coming on-stream; 
numerous additional projects are planned and under construction; and 
large investments for geological prospecting have been committed 
during the current Five-Year Plan. The U.S.S.R. is a major exporter 
of some nonferrous minerals and metals (particularly platinum-group 
metals, chromite, cobalt, and manganese). However, Soviet policy 
has been sufficiently pragmatic as to allow a degree of import 
dependence for metals whose domestic extraction costs are 
particularly high (such as tin) or for which high-quality domestic 
resources do no exist (such as bauxite). 


Machine-Building and Metalworking Industries -- Reflecting the 
Soviet leadership's continuing emphasis on heavy-industry machinery 
production--the principal source of investment goods, military 
hardware, and consumer durables--is scheduled to increase at a hefty 
7 percent rate during the current Five-Year Plan. With the highest 
growth slated for branches of heavy industry most closely tied to 
the military, however, civilian machinery output is expected to 
continue the lagging production of recent years. New, more 
technologically advanced products are needed by the Soviets in order 
to renovate and modernize the Nation's aging capital stock, to 
stimulate energy development and conservation, and to substitute for 
increasingly scarce labor resources. 





Chemical Industry -- Output in this sector is scheduled to grow at 
5.6 percent per year during the 1981-85 plan period, well above the 
4 percent average annual growth achieved in the last half of the 
1970's. The industry has benefitted from the investment priority it 
has enjoyed in recent years, particularly from earlier purchases of 
Western equipment and technology. While output has grown of late, 
Soviet managers have evidently experienced difficulties in bringing 
output of newer plants to rated capacity and production continued to 
lag behind plan targets during 1981. 


production, a characteristic of the forestry industries for several 
years, continued in 1981. This results from the gradual exhaustion 
of timber resources in the western regions of the Soviet Union where 
labor and transport exist to harvest the crop, as well as low 
investment in industry infrastructure during the last 6 years. The 
Timber, Pulp and Paper, and Wood Processing Ministry as a whole 
failed to fulfill 1981 plan tragets. Roundwood removals declined 





somewhat less than 0.5 percent from the level achieved in 1980. 
However, paper production, which had seen modest expansion in the 
mid-1970's, followed up its unimpressive 2 percent growth in 1980 
with a 1.8 percent gain in 1981. The immense, largely untapped 
resource base of Siberia provides the U.S.S.R. with the potential 
for improving forestry industry performance and will become 
increasingly accessible with the completion of the Baikal-Amur rail 
line and the development of Western Siberia (two priority areas for 
the Eleventh Five-Year Plan). 


Agriculture -- Overall statistical results show that Soviet 
agriculture had another poor year in 1981--the third in a row and 
the worst since 1975. No figure has been published on the grain 
harvest, but unofficial reports suggest it is about 160 million 
tons, somewhat below the estimate set by the U.S. Department of 
Agriculture of 175 million tons and only two-thirds of the plan goal 
of 236 million tons. 


Sugar beets were the worst in 10 years; sunflower seed (important 
for vegetable oil) and vegetables slipped below 1980's poor results, 
and potatoes were well below plan. Only cotton managed to exceed 
what was planned (9.6 million tons), slightly below 1980's record 
crop. Results in the livestock sector were also generally 
disappointing in 1981. Egg production exceeded what was planned, 
and there was some gain in meat production and animal numbers in all 
categories except hogs. Meat production rose marginally to 15.2 
million tons (16 million was planned), and milk production fell for 
the fourth year running to 88.5 million tons. As a result of the 
poor harvest, food supplies to consumers are constrained. 
Large-scale food imports permitted some growth in overall food 
availability, but uneven distribution, some forms of rationing, and 
long lines caused the perception of stagnation or deterioration in 
the food sector. 


The current 5-year plan includes targets for 3.2 percent annual 
growth in grain output and 2.7 percent growth in meat production. 
These targets have not been lowered, and increases of this magnitude 
do not seem possible given last year's poor results. Capital 
investment in agriculture for the plan period has been boosted to 
190 billion rubles ($265 billion) or over 27 percent of total 
investment for the 1981-85 period. The Government has placed 
emphasis on improving the food situation, and imports of 
agricultural commodities, machinery, materials, and technology will 
play a role in such improvement. 


Light and Food Industries -- The general turndown in performance 
that has plagued the Soviet economy as a whole has affected the 
light and food industries as well. This happens in two ways: 

first, because the heavy industry and agriculture sectors which 
supply the consumer economy have failed to keep deliveries up to 


projected levels and, second, because in many cases consumer 





durables are actually produced as subsidiary products of heavy 
industry. While output of the consumer goods industries--the "Group 
B" sector--grew by 2 percent in 1981 (versus 4.2 percent in the 1981 
plan and 3.4 percent overall achieved industrial growth), production 
of most key consumables has remained relatively stagnant since 1979, 
indicating that per capita consumption is declining. Production of 
cars, fabrics, knitwear, leather shoes, meat and meat products, 
sausage, edible and canned fish, canned fruit and vegetables, and 
refrigerators has either fallen, remained the same, or increased by 
less than 1 percent since 1979. Production of such items "luxury" 
consumer goods as watches, china, crystal, radios, and televisions 
has increased, in some cases quite substantially. But a 17-to-34 
percent price increase on such goods in September 1981 and a 
generally upward trend in prices as new, more sophisticated or 
higher quality items are introduced, have combined to make even 
those goods less accessible to the average Soviet worker who still 
must spend the equivalent of five months' wages to buy a color 
television (3 months' wages for a black and white). The Eleventh 
Five-Year Plan (1981-85 states that growth of consumer goods 
production would outstrip that for heavy industry; however, the 1982 
plan calls for only 4.6 percent growth in "Group B" production 
(versus 4.8 percent for heavy industry). These targets, combined 
with the dismal results for 1981 indicate that no meaningful change 
will soon occur in the lot of the Soviet consumer. 


Soviet Development Plans -- Long-term 5-year plans setting general 
guidelines for economic development and detailed annual plans giving 
precise targets for production by each ministry and enterprise 
constitute the mechanism which operates and controls the Soviet 
economy. These plans are worked out by the State Planning Committee 
(GOSPLAN) and the ministries and their constituent enterprises in 
conformity with the overall goals set by the Central Committee of 
the Communist Party--and are ratified and made law by the U.S.S.R. 
Council of Ministers. The Eleventh Five-Year Plan (1981-85) sets 
the least ambitious targets yet seen in the Soviet Union for 
economic growth and relies more heavily than ever on "intensive" 
growth via improved factor productivity versus the "extensive" 
growth which has characterized the Soviet economy in the past. 

Total production is slated to expand by 4-to-4.5 percent annually, 
the lowest figure ever set, but even this is probably unattainable 
based on the 3.4-to-4 percent growth recorded in the past several 
years. (Western estimates place recent economic growth at 1.5-to-2 
percent per year). 


Much of the U.S.S.R. is underdeveloped, or is undeveloped land in 

the far reaches of the north and Siberia. Development and 
exploitation of the oil and gas reserves of Western Siberia are a 
central feature to Soviet plans for the 1980's--not only because 
this project will absorb tremendous amounts of investment capital, 
but also because the oil and gas to be extracted is vital to replace 
depleting energy supplies located in the European U.S.S.R., and for 





export to the West via the Northern Gas Pipeline. Similarly, the 
Soviets are working to develop timber, water, and mineral resources 
in Siberia and the Far East to which the Baikal-Amur Mainline 
Railway is one key part. However, while these projects have 
considerable long-range importance, they do little to address the 
short-term problems of low productivity, inefficient use of 
resources, and industrial and transportation bottlenecks that plague 
the Soviet economy. 


Foreign Trade and Payments -- According to official Soviet 
Statistics, Soviet foreign trade turnover reached 109.7 billion 
rubles during 1981 (a 16.6 percent increase over 1980). Foreign 
trade is growing much faster than the Soviet economy as a whole, and 
is continually increasing its role in the development of the Soviet 
economy. Soviet figures indicate exports topped 57 billion rubles 
(nearly $80 billion at the average official exchange rate), and 
imports totaled nearly 53 billion rubles (over $73 billion). While 
Soviet trade data show a 4.5 billion ruble surplus (nearly all the 
Surplus results from trade with the Soviet Union's CMEA partners), 
Western estimates suggest a hard currency deficit at year end of 
over $5 billion. The Soviets finance trade deficits by net exports 
of transport services, sales of arms and gold, and by borrowing in 
the West. 


The Soviet Union is undergoing some hard currency problems arising 
from the soft market situation of its major hard currency earners 
(oil, gas, gold, and diamonds) and its need to import large volumes 
of grain and other food products as a result of the third bad 
agricultural harvest in a row. While the payments situation of the 
U.S.S.R. will not affect significantly the growth of trade, in the 
short term the "discretionary" import of machinery, equipment, and 
consumer products will be somewhat restricted by the "necessary" 
purchases of food items, deficit industrial products such as special 
steels and items related to long-term, major projects such as the 
Siberia-to-Western Europe gas pipeline. 


Soviet trade with the Third World increased more than 37 percent, 
with Soviet imports up 53 percent to 7.8 billion rubles (nearly $1l 
billion) and exports up 26 percent to 8.7 billion rubles (just over 
$12 billion). A major factor in the growth of this trade was the 
Soviet need to import increased amounts of food and grains. 
Argentina took first place among Third World trade partners when 
Soviet imports (especially grain and meat) doubled to 2.4 billion 
rubles ($3.3 billion). Since Soviet exports were unchanged at 30.6 
Million rubles (about $43 million), Argentina's surplus surged to 
nearly $3.4 billion, the largest of all Soviet trade partners. 
Trade with Brazil also doubled, with increased Brazilian exports of 
food and overbalancing a 26 percent decline in Soviet exports to 
Brazil. 





The growth in trade with member-states of the Council for Mutual 
Economic Assistance (CMEA--the Soviet Union, Bulgaria, 
Czechoslovakia, East Germany, Hungary, Poland, Romania, Mongolia, 
Vietnam, and Cuba), was slightly less than growth in total trade. 
The CMEA share in total trade dropped to 47.6 percent, continuing 
the decline of recent years (51.9 percent in 1979 and 48.6 percent 
in 1980). Soviet exports grew more rapidly than imports, 
principally as a result of Soviet assistance to Poland and some 
compensation for the decline in Polish shipments to other CMEA 
countries. 


Because of the unsettled conditions in East-West economic and 
political relations, trade with developed industrial nations grew in 
an unbalanced fashion and more slowly than overall trade. Soviet 
exports to Western Europe grew faster than imports as Soviet hard 
currency needs led them to maximize sales of gas, oil and related 
products. Meanwhile grain imports from the United States and Canada 
and steel and machinery imports from Japan surged because of 
particular needs and deficiencies of the Soviet economy. Among 
major trading partners, trade with the Federal Republic of Germany 
was up only 14 percent, with France less than 12 percent, Italy 15 
percent, and with the United Kingdom it was down 17 percent. Trade 
with Finland, which is on a clearing account basis, was up nearly 30 
percent, with Finnish exports growing much faster than imports. 
Trade with Japan was up nearly 12 percent with a 25 percent rise in 
Soviet imports overcoming a decline in exports. 


In 1981 U.S.-Soviet trade increased 36.9 percent reaching $2.7 
billion (U.S. statistics). With the lifting of the restrictions on 
grain trade, U.S. agricultural exports surged 59 percent to $1.7 
billion. Nonagricultural exports grew slightly slower (45.6 
percent) and reached $674 million. U.S. imports on the other hand 
declined 23.4 percent to only $347 million. 


For political and economic reasons, intra-CMEA trade will remain the 
cornerstone of Soviet foreign economic relations for the foreseeable 
future. Similarly, trade with the Third World should continue to 
increase its share of total Soviet trade. Trade with the developed 
industrial countries, though remaining important and continuing to 
grow in absolute terms, will probably lose more of its share of 
Soviet trade. While the Soviet economy will continue to need 
imports of Western agricultural products, steel and advanced 
machinery. Hard currency limitations, and a desire to diversify 
purchases to less politically affected suppliers will restrain the 
level of growth. A dramatic deterioration in the situation in 
Poland could add to the restriction. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


U.S.-Soviet trade figures for 1981 were buoyed by the lifting of the 
grain embargo and the resulting substantial sales of wheat and other 





grains. In addition, U.S. exports of manufactured goods increased 
over the level of 1980 as products which initially were held up 
after the Soviet Union invaded Afghanistan and were later cleared 
began to be shipped. Total U.S. exports were up 55 percent over 
1980, with agricultural sales registering a 59 percent increase and 
manufactured goods up 45.6 percent. 


Agricultural products will continue to dominate U.S. exports to the 
Soviet Union. Over the 1977-81 period, agricultural goods 
comprised 73.2 percent of total U.S. exports to the Soviets. There 
is no reason, with the Soviet-Union having experienced its third 
consecutive poor harvest in 1981 and expecting possibly another poor 
harvest this year, to expect any change in this pattern. In fact, 
if anything, the pattern may be accentuated. There are a number of 
factors which make it more difficult for U.S. firms to sell 
nonagricultural products to the Soviets. 


What are those factors? First is the strained nature of the overall 
bilateral relationship. Given the fact that the political 
environment always heavily influences U.S.-Soviet commercial 
relations, the current low state of political relations is not 
conducive to U.S.-Soviet trade in a general sense. Moreover, the 
specific sets of sanctions imposed after the Soviet invasion of 
Afghanistan and after the imposition of martial law in Poland remain 
in place and will prevent U.S. sales of many manufactured items to 
the Soviet Union. It is not just the U.S. products with specific 
export licensing problems that are affected. Soviet planners 
cherish certainty; the uncertainty created in the Soviet minds over 
the reliability of the United States as a trading partner causes 
Soviet ministers and foreign trade organizations to look for 
non-U.S. sources of manufactured goods. Another factor which puts 
U.S. firms at a disadvantage with some of their Western and Japanese 
competitors is the lack of easy financing available from U.S. 
sources for sales to the U.S.S.R. Since the Jackson-Vanik and 
Stevenson amendments basically proscribed the use of financing from 
the U.S. Export-Import Bank for transactions with the Soviet Union, 
U.S. exporters have found it difficult to match the overall pricing 
of their competitors when the financing advantage of the latter is 
considered. 


An additional problem of uncertain direction is caused by the current 
Soviet hard currency shortage and the general credit position of the 
entire Eastern Bloc. A convergence of a number of factors in late 
1981 and 1982 has resulted in a hard currency problem for the Soviet 
Union. The need to import large quantities of grain, the soft world 
oil market, the declining price of gold (brought about in part by 
large Soviet sales), and the need to extend aid to Poland and other 
allies have contributed to a shortage of hard currency for the 
Soviets. This situation has developed at precisely the same time 
that Western financial institutions are becoming increasingly 
reluctant to extend credit to the Eastern Bloc as a result of the 





debt problems of Poland and other East European nations. While it 
is true that the Soviet Union itself does not have a Polish-type 
debt problem, it is equally true that it will be deeply affected by 
the East European financial situation, whether it provides some form 
of hard currency assistance or not. If it does, then it will 
further strain its already limited hard currency resources. If it 
does not, then its own credit worthiness will suffer in the general 
fallout resulting from the worsening East European financial 
picture. Either way, it looks as if there will be less Soviet 
ability to engage in hard currency purchases. This will undoubtedly 
lead to greater Soviet emphasis on compensation arrangements, as 
well as requests for credit for arrangements which formerly were 
conducted on a cash basis. Another result is likely to be increased 
attention to strengthening intra-CMEA trade rather than trade with 
the capitalist West. 


Given the problems described above, the outlook is not especially 
bright at this time for American firms wishing to develop the Soviet 
market, especially for those which may only now be starting to 
examine the possibilities in the U.S.S.R. The Soviets place great 
value on longstanding commercial relationships. Nevertheless, 
companies with attractive products to sell, which are in demand in 
the Soviet Union and which do not fall under U.S. licensing 
restrictions, can still contemplate starting or expanding ties with 
the Soviet Union on the basis of Soviet economic strength, the 
Soviet tradition of fulfilling contract obligations, and the stated 
Soviet policy of seeking normal trade ties with the United States. 
Such companies, however, should realize that hard currency 
shortages, financing disadvantages, and political problems of the 
last few years will make it even more difficult to crack the Soviet 
market now than a few years ago. 
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